
COMMONWEALTH OF KENTUCKY 

BEFORE THE ENERGY REGULATORY COMMISSION 

* * * * * * *  

I n  t h e  Matter of: 

GENERAL ADJUSTMENT I N  1 
ELECTRIC RATES OF 1 
KENTUCKY UTILITIES COMPANY ) 

CASE NO. 7804 

ORDER DENYING REHEARING 

On October 1, 1980,  t h e  Commission i s s u e d  i t s  O r d e r  i n  

t h i s  matter approving  an i n c r e a s e  i n  t h e  rates of Xentucky 

U t i l i t i e s  Company ( h e r e i n a f t e r  K.U- o r  t h e  Company) for 

service rende red  on and after the date of said O r d e r .  There- 

a f t e r ,  on October 17 ,  1980 ,  the D i v i s i o n  of Consumer Interven- 

t i o n  i n  the Department of Law ( h e r e i n a f t e r  AttorneyGeneral)  f i l e d  a 

motion for r e h e a r i n g .  L i k e w i s e ,  on October 20, 1980 ,  Black 

River  Mining Company ( h e r e i n a f t e r  Black R i v e r )  and K.U. f i l e d  

s i m i l a r  motions for  r e c o n s i d e r a t i o n  of c e r t a i n  i s s u e s  i n  t h i s  

m a t t e r  - 
On October 31, 1980 ,  t h e  Lexington-Fayet te  Urban C o u n t y  

Government ( F a y e t t e  County) f i l e d  a motion for leave to i n t e r -  

vene i n  this matter and a motion f o r  r e h e a r i n g  on t h e  Commis- 

s i o n ' s  t rea tment  of t h e  f r a n c h i s e  f e e  fo r  r a t e  purposes .  I n  

support of t h i s  motion,  F a y e t t e  County asserts t h a t  it had no 

not ice  t h a t  t h e  t r e a t m e n t  of t h e  franchise f e e  would be a par t  

of t h i s  rate case s i n c e  K.U. had n o t  r eques t ed  any change i n  

i t s  t r e a t m e n t  as a p a r t  of i t s  a p p l i c a t i o n  t o  t h i s  Commission. 

F a y e t t e  County's argument on t h i s  p o i n t  overlooks t h e  

fact  t h a t  a- f r a n c h i s e  fee is  j u s t  as much a m a t t e r  for cons ide r -  

a t i o n  i n  a rate case as any o t h e r  cost to a utility for  pro- 

v i d i n g  service to t h e  public. Accord ingly ,  t h e  fact t h a t  an 

appl icant  before this Commission d i d  n o t  s p e c i f i c a l l y  request 

any change i n  t h e  t r e a t m e n t  of f r a n c h i s e  fees i n  a ra te  case 



does n o t  p r e c l u d e  t h e  Commission from c o n s i d e r i n g  t h i s  matter 

on i t s  own i n i t i a t i v e .  when K.U.  f i l e d  i t s  rate case w i t h  

t h e  Commission, it placed a l l  of its cus tomers  ( i n c l u d i n g  

F a y e t t e  County) on n o t i c e  t h a t  a l l  a s p e c t s  of its r a t s w o u l d  

be under s c r u t i n y  by t h e  Energy Regula tory  Commission, and any 

customer d e s i r i n g  t o  protect i t s  p e r c e i v e d  i n t e r e s t  w a s  re- 

q u i r e d  to i n t e r v e n e  pr ior  t o  t h e  conc lus ion  of t h e  p roceed ings  

Accordingly,  F a y e t t e  County 's  motion t o  i n t e r v e n e  a f t e r  the 

case has  been closed shou ld  be, and hereby  is ,  den ied .  S i n c e  

o n l y  a p a r t y  t o  a proceeding  may s e e k  r e h e a r i n g  under t h e  pro- 

v i s i o n s  of KRS 278.410, F a y e t t e  County 's  motion for rehearing 

must l i k e w i s e  be der.ied. 

The A p p l i c a t i o n  for r e h e a r i n g  filed by Black R i v e r  Mining 

Company stated t h a t  t h e  Commission f a i l e d  t o  make f i n d i n g s  of 

fact and c o n c l u s i o n s  of l a w  conce rn ing  the i s s u e s  of rate de- 

s i g n  and revenue a l l o c a t i o n  and requested that t h e  Order  of 

October 1, 1980, be modified t o  i n c l u d e  f i n d i n g s  of fact  and 

conc lus ion  of l a w  r e g a r d i n g  these i s s u e s .  

During t h e  h e a r i n g  on June 23, 1980, B l a c k  River cross 

examined K.U. concern ing  t h e  a l l o c a t i o n  of t h e  revenue i n c r e a s e  

and the i m p a c t  of t h e  proposed rate design on t h e  consumers. 

The t e s t imony  and  exh ib i t s  of K.U.  r e f l e c t e d  t h a t  t h e  proposed 

revenue a l l o c a t i o n  w a s  on a p e r c e n t a g e  basis  t o  t h e  v a r i o u s  cus- 

tomer classes w i t h  a kilowatt hour adder t o  t h e  rates w i t h i n  

each class. This method of a l l o c a t i o n  r e s u l t e d  i n  a " f l a t t e n -  

i n g "  of t h e  rates w i t h i n  each class w i t h  a l a r g e r  p e r c e n t a g e  

of increase applied t o  t h e  l a r g e r  volume usage b locks .  

B l a c k  R i v e r  a rgued  i n  i t s  b r i e f  t h a t  t h e  revenue i n c r e a s e  

shou ld  be allocated on t h e  basis  of t h e  non-fuel  revenue w i t h i n  

each customer class and  t h a t  i n  order t o  ma in ta in  t h e  e x i s t i n g  

rate s t r u c t u r e ,  each block w i t h i n  a rate c lass  should  be i n -  

creased a uniform p e r c e n t .  N o  t e s t imony  was s u b m i t t e d  by Black 
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River on these i s s u e s  d u r i n g  t h e  e v i d e n t i a r y  p roceed ings  i n  

t h i s  matter. 

Within its rate c l a s s i f i c a t i o n s  K.U. h a s  a d e c l i n i n g  

b lock  rate s t r u c t u r e .  T h i s  rate s t r u c t u r e  reflects t h e  rate 

des ign  concept  which assumes t h a t  t h e  l a r g e  users of electri- 

c i t y  w i t h i n  a c e r t a i n  class are e n t i t l e d  t o  a volume or quan- 

t i t y  d i s c o u n t  on energy consumption beyond a s p e c i f i c  p o i n t .  

The Commission i s  of t h e  o p i n i o n  and  f i n d s  t h a t  t h e  d is -  

t r i b u t i o n  of the i n c r e a s e  a l lowed i n  i t s  Order o f  October  1, 

1980, s h o u l d  be made on a p e r c e n t a g e  basis  t o  t h e  v a r i o u s  

classes of consumers of K.U. The Commission is f u r t h e r  of 

t h e  op in ion  t h a t  as energy  costs t h e  same per unit f o r  t h e  

last unit produced as t h e  f i r s t  t h a t  t h e  i n c r e a s e  should be 

applied on a per u n i t ,  i .e.,  k i l o w a t t  hour ,  b a s i s  r a t h e r  t h a n  

t h e  pe rcen tage  basis advocated by t h e  i n t e r v e n o r ,  Black  R ive r  

Mining Company. 

The rates c o n t a i n e d  i n  t h e  Appendix to  the  Order  d a t e d  

October  1, 1980, w e r e  des igned  i n  t h e  aforesaid manner. It  

w a s  and it remains t h e  Commission's o p i n i o n  that t h i s  d e s i g n  

i s  proper .  T h e r e f o r e ,  t h e  p e t i t i o n  for  r e h e a r i n g  i n  t h i s  

matter is hereby  denied .  

I n  i ts p e t i t i o n  for r e h e a r i n g ,  K.U. urges  t h e  Commission 

t o  reconsider its d e c i s i o n  t o  reduce  by $29,893,777 t h e  f u e l  

i n v e n t o r y  i n c l u d e d  i n  rate base. K.U. contends  t h a t  t h e  Com- 

m i s s i o n ' s  d e c i s i o n  h a s  un lawfu l ly  dep r ived  t h e  company of 

$2,211,788 i n  r e t u r n  on i t s  Kentucky j u r i s d i c t i o n a l  rate base. 

I n  support of t h i s  p o s i t i o n ,  K.U.  al leges t h a t  n o  f a c t u a l  

o r  legal b a s i s  e x i s t s  for t h e  Commission's f i n d i n g  t h a t  t h e  

f u e l  i n v e n t o r y  was so e x c e s s i v e  a s  t o  d e p r i v e  t h e  company of 

any return on  the amount thc Commieslon found t o  bc exceee lve .  

It c l a i m s  t h a t  u n c o n t r a d i c t e d  proof shows t h a t  t h e  i n v e n t o r y  

contained 116 days' burn and t h a t  such  level is n o t  unreason-  

ably i n  excess of an optimum 9 0  d a y s ' .  burn  and i n  any e v e n t ,  

such an i nven to ry  is less t h a n  t h e  ave rage  of t h e  31 u t i l i t i e s  
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i n  t h e  n i n e  s ta te  ECAR r e g i o n  which i n c l u d e s  Kentucky. I t  

f u r t h e r  alleges t h a t  t h e  coal bui ld-up  r e s u l t e d  from t h e  un- 

avoidable consequence of s o f t  coal market  c o n d i t i o n s  and EPA 

mandated environmental r e s t r i c t i o n s .  

The Commission i s  n o t  persuaded  by t h e  a l l e g a t i o n s  i n  t h e  

company's p e t i t i o n  on t h i s  p o i n t .  A t  t h e  h e a r i n g  i n  t h i s  m a t t e r ,  

t h e  At torney  G e n e r a l ' s  w i t n e s s ,  Mr. S k i r p a n ,  t es t i f ied  t h a t  t h e  

i n d u s t r y  norm ranged from 60 t o  90 days' burn .  It was t h i s  

l eve l  t h a t  t h e  Commission allowed. A l s o  t h e  Commission i s  n o t  

persuaded from t h e  r e c o r d  t h a t  a soft coal market  o r  EPA re- 

qui rements  had or  w i l l  have any th ing  t o  do w i t h  t h e  number o f  

days' b u m  a company shou ld  kecp i n  i nven to ry .  I f  any th ing ,  

depending on t h e  r e l a t i o n s h i p  between t h e  p o r t i o n  o f  t h e  t o t a l  

coal supply  secured i n  t h e  spot market ,  a s o f t  market  shou ld  

r e s u l t  i n  t h e  company b e i n g  able t o  m a i n t a i n  an i n v e n t o r y  a t  

or b e l o w  i ts normal requi rements .  F i n a l l y ,  t h e  o n l y  r e f e r e n c e  

t o  t h e  coal supp ly  u t i l i t i e s  shou ld  ma in ta in  c o n s i s t s  of asser- 

t i o n s  made t o  t h e  At to rney  G e n e r a l ' s  w i t n e s s  d u r i n g  cross by 

company counse l .  The w i t n e s s  d id  a g r e e  w i t h  these a s s e r t i o n s  

b u t  t h i s  can h a r d l y  be c o n s i d e r e d  p e r s u a s i v e  i n  l i g h t  of t h e  

company's own pos i t ion  t h a t  75 days '  burn was a desirable o r  

normal level .  The Commission, a c c o r d i n g l y ,  concludes  t h a t  t h e  

company's p e t i t i o n  f o r  r e h e a r i n g  on  t h i s  F o i n t  shou ld  be denied .  

The A t t o r n e y  Genera l  a lso r e q u e s t e d  r e h e a r i n g  on t h e  treat- 

ment of t h e  coal inven to ry .  The At torney  Genera l  alleges t h a t  

t h e  d o l l a r  amount of t h e  i n v e n t o r y  adjustment  shou ld  be deducted  

from c a p i t a l  s t r u c t u r e  i n  t h e  same manner as t h e  s u b s i d i a r y  

e a r n i n g s  and  o t h e r  i nves tmen t s  w e r e  deducted.  The  Commis- 

s i o n  is n o t  persuaded  by t h e  At to rney  G e n e r a l ' s  argument 

on t h i s  p o i n t .  F i r s t  of a l l ,  t h e  At to rney  Genera l  a r g u e s  

i n  i t s  p e t i t i o n  t h a t  t h e  Commission's ad jus tmen t  r e s u l t s  i n  a 

$2.2 m i l l i o n  lower rate request .  Such an argument is n o t ,  of 

couree ,  ev idence  b u t  does t e n d  t o  demonst ra te  t h a t  a d i f f e r e n c e  
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of opinion e x i s t s  as to the effect of the Commission's re- 

d u c t i o n  i n  rate base. I n  i ts d e l i b e r a t i o n s  i n  t h i s  m a t t e r ,  

t h e  Commission de termined  t h a t  s i n c e  f u e l  i n v e n t o r y  i s  used 

as a component of rate base t h i s  excess i n v e n t o r y  shou ld  be 

removed f r o m  t h e  ra te  base used t o  e v a l u a t e  t h e  f a i r  r e t u r n  

on c a p i t a l .  The Commission points  o u t  t h a t  it c o n s i d e r e d  

not only rate base, b u t  t o t a l  c a p i t a l ,  t h e  l e v e l  of o p e r a t i n g  

expenses ,  and t h e  f a i r  r e t u r n  r e q u i r e d  f o r  a t t r a c t i o n  of cap i -  

t a l  i n  a s s e s s i n g  t h e  company's o v e r a l l  revenue needs .  While 

it is t r u e  t h a t  s u b s i d i a r y  e a r n i n g s  and o t h e r  i nves tmen t s  are 

deducted d i r e c t l y  from t o t a l  c a p i t a l i z a t i o n ,  t h e  r eason  i n  

t h a t  i n s t a n c e  is  obvious :  T h i s  c a p i t a l  i s  n o t  c u r r e n t l y  and 

is not expec ted  i n  t he  f u t u r e  t o  be employed i n  p r o v i d i n g  ser- 

vice t o  customers .  To t h e  e x t e n t  t h e  company h a s  s u f f e r e d  a 

r e d u c t i o n  i n  revenue r equ i r emen t s  due t o  o u r  t r e a t m e n t  of t h e  

e x c e s s  f u e l  i n v e n t o r y ,  t h e  Commission b e l i e v e s  such a r e d u c t i o n  

is j u s t i f i e d  and b e l i e v e s  such a c t i o n  will m o t i v a t e  t h e  Company 

t o  bet ter  manage t h i s  i n v e n t o r y  in the future. As to t h e  At to rney  

G e n e r a l ' s  c o n t e n t i o n  t h a t  t h e  revenue r e d u c t i o n  s h o u l d  have been 

even g r e a t e r ,  t h e  Commission emphasizes  t h a t  t h i s  i s  a matter f o r  

the informed d i s c r e t i o n  of t h i s  Commission as decreed by t h e  

l e g i s l a t u r e .  I n  sum, t h i s  Commission b e l i e v e s  t h a t  i t s  t rea t -  

ment of t h e  f u e l  i n v e n t o r y  i n  t h e  i n s t a n t  case i s  b o t h  r e a s o n a b l e  

and s e r v e s  t o  p u t  t h e  company on n o t i c e  t h a t  t h i s  Commission w i l l  

n o t  tolerate excessive fuel i n v e n t o r y  levels. The Commission, 

a c c o r d i n g l y ,  concludes  t h e  At to rney  G e n e r a l ' s  p e t i t i o n  f o r  

r e h e a r i n g  on t h i s  p o i n t  s h o u l d  be den ied .  

I n  i t s  p e t i t i o n  for  r e h e a r i n g ,  K.U. states t h a t  t h e  Com- 

m i s s i o n ' s  "Adjustment of $ 4 5 4 , 7 3 9  fo r  new d e p r e c i a t i o n  rates is  

c o n t r a r y  to the prcof  and  unreasonable  and un lawfu l ly  d e p r i v e s  

it of l awful  test y e a r  revenue of $ 4 5 4 , 7 3 9 . "  I n  denying t h e  

$ 4 5 4 , 7 3 9  ad jus tmen t  t o  o p e r a t i n g  expenses  because of K.U.'s 

method f o r  de t e rmin ing  d e p r e c i a t i o n ,  t h e  Commiss ion ' s  p r i n c i p a l  
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concern  w a s  t h e  l o n g  term e f f e c t  t h e s e  new d e p r e c i a t i o n  

rates would have on t h e  company's r equ i r emen t s  and t h e  

customers' rates. K.U. admi t t ed  on cross examinat ion  t h a t  

by us ing  t h e s e  new rates, more expense f o r  d e p r e c i a t i o n  

would occur i n  t h e  ear l ier  y e a r s  and less i n  t h e  l a t e r  y e a r s .  

T h i s  would, i n  t h i s  Commission's o p i n i o n ,  have t h e  e f f e c t  of 

t h e  p r e s e n t  r a t e p a y e r  s u b s i d i z i n g  t h e  f u t u r e  ratepayer,  and 

we f i n d  t h i s  t o  be u n j u s t  and u n f a i r .  

K.U.'s c o n t e n t i o n  t h a t  t h e  Commission has r a d i c a l l y  

changed i t s  p a s t  p o l i c y  on d e p r e c i a t i o n  rates i s  e q u a l l y  m i s -  

placed. I n  t h e  past, a u t i l i t y  des i r ing  to change i t s  de- 

p r e c i a t i o n  rates s imply  submi t t ed  t h e  new d e p r e c i a t i o n  rates 

to  t h e  Commission wi thou t  r e q u e s t i n g  t h a t  t h e y  be approved i n  

a formal  proceeding .  I n  such cases, t h e  Commission would re- 

v i e w  t h e  new d e p r e c i a t i o n  ra tes  i n  connec t ion  w i t h  t h e  n e x t  

general rate h e a r i n g  for t h e  p a r t i c u l a r  u t i l i t y .  P r i o r  t o  

t h e  t i m e  of t h e  u t i l i t y ' s  n e x t  rate case, t h e  proposed depre-  

c i a t i o n  r a t e w o u l d  be a l lowed t o  go i n t o  e f f e c t  w i t h o u t  formal  

approval  o r  d i s a p p r o v a l .  T h i s  same p o l i c y  h a s  been followed 

i n  t h i s  proceeding .  K.U. had f u l l  n o t i c e  t h a t  t h e  Commission 

would review t h e  new d e p r e c i a t i o n  rates i n  t h i s  proceeding .  

The rates w e r e  e n t e r e d  as p a r t  of t h e  r e c o r d  and K . U ' s  p r i n -  

c i p a l  w i t n e s s  was cross-examined on them a t  t h e  h e a r i n g .  

K.u.'s new d e p r e c i a t i o n  rates w e r e  based on t h e  s t r a i g h t  

l i n e  e q u a l  l i f e  group method (SLELG) which is a major devia- 

t i o n  from t h e  s t r a i g h t  l i n e  v i n t a g e  group (SLVG) method t h a t  

has been i n  use  e v e r  s i n c e  K.U.  started i n c u r r i n g  d e p r e c i a t i o n  

expenses .  The e q u a l  l i f e  group depreciat ion method i s  n o t  a 

u n i v e r s a l l y  accepted method for de te rmin ing  s e r v i c e  l i ves  and 

annual  d e p r e c i a t i o n  rates; no f e d e r a l  agency h a s  a c c e p t e d  t h i s  

method of de te rmin ing  d e p r e c i a t i o n  rates. I n  f a c t ,  t h e  F e d e r a l  

Communications Commission has been s t u d y i n g  f o r  seven  years a 
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Proposal by t h e  B e l l  Systems t o  i n s t i t u t e  t h i s  method i n  

de t e rmin ing  d e p r e c i a t i o n  rates. These are a number of 

r e a s o n s  t h a t  r e g u l a t o r y  a g e n c i e s  are r e l u c t a n t  t o  adop t  t h i s  

ELG method of d e p r e c i a t i o n ,  b u t ,  t h e i r  m a j o r  concern is t h e  

immediate impact t h a t  it h a s  on t h e  revenue r equ i r emen t s  of 

u t i l i t i e s .  I n  K.U.'s case, t h i s  cou ld  amount t o  hundreds of 

thousands  of dollars annually w h i c h  would have t o  be achieved 

through h i g h e r  rates from K.U.'s cus tomers .  Moreover, K.U. 

h a s  made no argument a g a i n s t  a d e f i c i e n c y  i n  i t s  d e p r e c i a t i o n  

a c c r u a l s ,  and h a s  provided  no va l id  proof  t h a t  t h e  p r e s e n t  

method of de te rmin ing  d e p r e c i a t i o n  won ' t  p rov ide  s u f f i c i e n t  

d e p r e c i a t i o n  a c c r u a l s .  F i n a l l y ,  K.U. a l l e g e s  t h a t  t h i s  Com- 

miss ion  h a s  p r e v i o u s l y  p e r m i t t e d  t h e  use  of t h e  e q u a l  l i f e  

group method for  de te rmin ing  d e p r e c i a t i o n  rates for  p r o d u c t i o n  

plant .  T h i s  p o s i t i o n  is  s t r e t c h i n g  t h e  argument beyond t h e  

p o i n t  of r easonab leness .  We c o n s i d e r  what K.U. h a s  done as 

be ing  n o t h i n g  more t h a n  " l i f e - s p a n n i n g "  these p r o d u c t i o n  faci-  

l i t ies ,  and o n l y  i n  a ve ry  broad  conno ta t ion  c o u l d  t h i s  be 

cons ide red  t h e  same as t h e  e q u a l  l i f e  group method proposed 

for all o t h e r  p r o p e r t i e s .  The F e d e r a l  Energy Regula tory  Com- 

miss ion  and many s ta te  Commissions have p e r m i t t e d  t h i s  method 

fo r  de te rmin ing  d e p r e c i a t i o n  rates f o r  p roduc t ion  fac i l i t i es ;  

however, t h e y  have n o t  p e r m i t t e d  u t i l i t i e s  t o  adop t  t h e  e q u a l  

life group d e p r e c i a t i o n  for  t r a n s m i s s i o n  and d i s t r i b u t i o n  

properties. 

For a l l  of t h e  above-stated r e a s o n s ,  t h e  Commission hereby  

reaffirms its pos i t i on  on d e p r e c i a t i o n  as set  f o r t h  i n  i t s  order 

of October  1, 1980. 

K.U. f u r t h e r  a r g u e s  t h a t  t h e  Commission's r e d u c t i o n  of 

t h e  test y e a r  cost of s h o r t  term debt  f r o m  13% t o  11.5% i s  

c o n t r a r y  t o  t h e  proof and unreasonably  reduces  test  y e a r  re- 

venue requi rements  by $321,257. K.U. argues t h a t  t h e  short 

term interest  costs have c u r r e n t l y  r e t u r n e d  t o  t e s t  y e a r  levels. 
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The record reflects t h a t  t h e  composi te  i n t e r e s t  cost  

on sho r t  t e rm debt o u t s t a n d i n g  a t  t h e  end of t h e  test period 

was 13.24%.1/ 

on Newton E x h i b i t  6-A t o  r e f l e c t  i t s  a n t i c i p a t e d  cost of 

shor t - t e rm debt based on t h e  a d j u s t e d  c a p i t a l i z a t i o n .  N o  

f a c t u a l  ev idence  was e n t e r e d  by t h e  Company i n  s u p p o r t  of t h e  

13% cost rate on short-term debt. The record d i d  r e f l e c t  t h a t  

t h e  s h o r t - t e r m  debt o u t s t a n d i n g  a t  t h e  end of t h e  test y e a r  

c o n s i s t e d  of commercial paper  ma tu r ing  w i t h i n  6 0  days or  less. 

The Company adjusted t h e  cost rate t o  1 3 . 0 %  

I n  i ts  o r i g i n a l  d e c i s i o n ,  t h e  Commission chose n o t  t o  

include the cost of short term d e b t  a t  t h e  end of t h e  test year 

because ,  i n  i t s  judgement,  t h i s  figure r e f l e c t e d  an abnormally 

i n f l a t e d  cost of money a t  t h e  t i m e .  I n s t e a d  t h e  Commission 

e s t a b l i s h e d  t h e  cost of s h o r t  t e r m  d e b t  a t  a l e v e l  which it 

cons ide red  t o  be r e a s o n a b l e  based  on h i s t o r i c a l  t r e n d s  i n  t h e  

s h o r t  term money market .  K . U . ,  however, a r g u e s  t h a t  t h e  d e c l i n e  

i n  sho r t  term i n t e r e s t  rates w a s  o n l y  temporary and t h a t  t h e  

cost of short term debt has now r e t u r n e d  t o  test year levels. 

T h i s  p o i n t  f u r t h e r  s u p p o r t s  t h e  p o s i t i o n  of t h e  Commission t h a t  

t h e  s h o r t  term interest rates are n o t  stable i n  t h e  s h o r t  run, 

and t h a t  t h e  revenue r equ i r emen t s  of K . U .  shou ld  n o t  be d e t e r -  

mined on t h e  basis of c u r r e n t  shor t  term i n t e r e s t  rates. There- 

fore, t h e  Commission i s  of t h e  o p i n i o n  t h a t  t h e  p e t i t i o n  for 

r e h e a r i n g  on t h i s  i s s u e  shou ld  be denied .  

K.U. also a r g u e s  t h a t  t h e  1 3 . 9 %  rate of r e t u r n  on e q u i t y  

allowed i n  t h i s  case i s  unfair, u n j u s t  and un reasonab le ,  and 

t h a t  t h e  proof s u p p o r t s  a rate of r e t u r n  of at l e a s t  15%. The 

At to rney  Genera l ,  however, a r g u e s  t h a t  t h e  1 3 . 9 %  r e t u r n  granted 

to K . U .  i s  e x c e s s i v e .  The At to rney  Genera l  f u r t h e r  a r g u e s  t h a t  

i n c r e a s i n g  K.U.'s r e t u r n  on common e q u i t y  because  of i t s  f a i l u r e  

- 1/ Newton E x h i b i t  6. 
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t o  e a r n  t h e  r e t u r n  p r e v i o u s l y - a u t h o r i z e d ,  r e s u l t s  i n  an 

" a t t r i t i o n  a l l o w a n c e "  w h i c h  w a s  n e i t h e r  r e q u e s t e d  n o r  sup- 

ported by any ev idence .  The At to rney  G e n e r a l ' s  las t  p o i n t  

is t h a t  t h e  Commission f a i l ed  t o  m a k e  a n e c e s s a r y  f i n d i n g  of 

fact by not s t a t i n g  what c o n s t i t u t e s  a reasonable return on 

common e q u i t y  for K.U. 

The Commission's O r d e r  of October 1, 1980, does ,  i n  f a c t ,  

establish a rate of r e t u r n  of 13.9% on common e q u i t y  as f a i r ,  

j u s t  and r e a s o n a b l e .  The Commission has s imply p o i n t e d  o u t  

t h a t  w h i l e  it f i n c k t h i s  r e t u r n  t o  be f a i r ,  it i s  u n l i k e l y  t h a t  

K.U. w i l l  a c t u a l l y  a c h i e v e  t h i s  r e t u r n .  

As is v i r t u a l l y  a lways t h e  case i n  a c o n t r o v e r s i a l  i s s u e  

suchas the p r o p e r  r e t u r n  on common e q u i t y ,  t h e  ev idence  w a s  

c o n f l i c t i n g  and t h e  c o n c l u s i o n s  of t h e  e x p e r t  w i t n e s s e s  w e r e  

q u i t e  d i v e r g e n t ,  a l t hough  each  of them had i m p r e s s i v e  q u a l i f i -  

cations. The At torney  G e n e r a l ' s  w i t n e s s ,  M r .  Parcell ,  tes t i -  

f i e d  t h a t  a r ange  of r e t u r n  on common e q u i t y  of 1 2 %  t o  13.5% 

is f a i r  for K.U. L i k e w i s e ,  K.U.'s w i t n e s s  (Mr. Mount) tes t i -  

f i ed  t h a t  a rate of r e t u r n  o f  1 6 %  is  f a i r  for t h e  company. T h e  

uiderlying bases of t h e i r  conclusions, t h e i r  choices of da ta ,  

and t h e  manner of i ts  a p p l i c a t i o n  are n o t  t o t a l l y  free from 

c h a l l e n g e  and c o n t r a d i c t i o n .  We do not  be l ieve ,  h o w e v e r ,  that 

any of t h i s  e x p e r t  t e s t imony  is so l a c k i n g  i n  f a c t u a l  s u p p o r t  

and p r o b a t i v e  value t h a t  it s h o u l d  be d i s r e g a r d e d ;  n e i t h e r  do 

w e  b e l i e v e  t h a t  any of it is so p e r s u a s i v e  o r  w e l l  founded t h a t  

it should  be c o n s i d e r e d  c o n c l u s i v e .  Accord ingly ,  it w a s  and it 

remains t h i s  Commission's o p i n i o n  t h a t  t h e  most reasonable con- 

c l u s i o n  w h i c h  may be drawn f r o m  t h e  evidence offered is t h a t  

the a p p r o p r i a t e  &cis ion l ies  somewhere be tween  t h e  extreme 

l i m i t s  of t h e  e x p e r t  t e s t imony .  

The d e t e r m i n a t i o n  of a f a i r  rate of r e t u r n  for a p u b l i c  

u t i l i t y  r e q u i r e s  t h e  e x e r c i s e  of a fair and informed judgement 

having  regard f o r  a l l  r e l e v a n t  facts.  The r ange  of r e t u r n s  must 

n o t  on ly  allow t h e  u t i l i t y  t o  a t t r a c t  c a p i t a l  at r e a s o n a b l e  
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costs to insure continued services and provide for necessary 

expansion to meet future requirements, but it must also pro- 

vide for the lowest possible cost to the consumer. The Com- 

mission has determined that a range of returns on equity of 

13% to 15% would meet these criteria. This finding of a 

'.'zone of reasonableness" for K.U.'s return on equity is fully 

consistent with the precepts established by the United S t a t e s  

Supreme Court in v. Natural Gas Pipeline Company, 315 U . S .  

574, 586 (1942). 

After careful consideration of R.U.'s original cost, its 

cost of reproduction, i ts  entire capital structure, its his- 

torical debt cost and equity requirements along with its in- 

ability to earn a fair, just and reasonable return on equity, 

the Commission found that a rate of return on common equity 

of 13.9% is both necessary and adequate to provide a fair re- 

turn on the operations of the utility. In addition, the rate 

of return allowed on equity will produce rates of return on net 

origfnal cost and capital structure of 10.83% and 10.28%, res- 

pectively, which are the returns found fair, just and reason- 

able in its Order of October 1, 1980. The Commission, after 

additional consideration, hereby affirms its decision with 

regard to a fair, j u s t  and reasonable return. 

For all of the reasons set forth above, the Commission 

F I N D S  that the petitioners herein have not presented any facts 

or issues which were not a part of the Commission's original 

consideration In this matter, and that the petitions f o r  re- 

hearing should be, and hereby are, denied. 

Done at Frankfort, Kentucky, this 6th day of November, 

1980. 

I dissent to the 
previously stated in my 

ATTEST : 

Secretary 


